The paper analyses the link between the autonomy according to business function and the performance of foreign subsidiaries in Slovenia, Poland, Hungary, Slovakia and Estonia. The obtained results supported the argument that the relationship between autonomy and performance depends on the type of autonomy. Marketing and finance are the most powerful dimensions of autonomy. Higher autonomy in marketing is negatively linked with technology upgrading, measured by the productivity level, the improvement of technological level of production equipment, and the quality of products. The higher the financial autonomy of the subsidiaries the bigger the positive changes in all fields of performance.
INTRODUCTION
The growing inflow of foreign direct investments into the Central and Eastern European economies has raised the discussion about the role of foreign subsidiaries in the global production and technological networks of multinational companies. This is also linked with the question about the impact of the foreign subsidiaries on the host economy. It is argued that the impact of multinational companies on the local economy is subsidiary-dependent and the role given to the subsidiary should also reflect its capacities and performance.
The aim of this paper is to analyze the link between the autonomy according to business functions and the performance indicators of subsidiaries of multinational companies in five CEE countries. In addition, country-, industry-and firm-specific variables will be used as control variables. The research questions presented in the paper are based on the literature that focuses on subsidiary development and the link between subsidiary autonomy and performance indicators. Therefore the paper is as the next step in the research started in the Männik et al, 2004 , where the different aspects of autonomy of the foreign subsidiary were outlined. The empirical analysis of the paper is based on a survey carried out in 433 firms from five CEE countries under the European Union's Fifth Framework Project "EU Integration and the Prospects for Catch-Up Development in Central and Eastern European countries (CEEC): The Determinants of the Productivity Gap".
This paper is structured as follows: the first section deals with the theoretical framework, including the development of the research hypotheses. In the second section, the research method and data are described. This is followed, in the third section, by the empirical analyses of the autonomy of subsidiaries using principal component factor analysis. In the last section of the paper the link between various performance indicators, measured by the growth of productivity and export shares, improvements in the technological level of production equipment and product quality, and different dimensions of the autonomy of subsidiaries are analyzed. As control variables, country-, industry-and firm-specific variables (size, ownership, year of establishment as foreign investment enterprise) were also used. Finally, conclusions about the impact of autonomy on the performance of subsidiaries are drawn and in the last section implications and future research plans are discussed.
Theoretical framework

Autonomy and the role of subsidiaries in the development of MNCs
There exists a substantial body of literature concerned with various aspects of multinational subsidiary management (for example Birkinshaw and Morrison, 1995; Poynter and White, 1985; Roth and Morrison, 1992; Taggart, 1997) . According to Paterson and Brock (2002) , research on subsidiaries has evolved over time. The focus in the beginning was on structure and strategy; the research later became concerned with headquarter-subsidiary relationships and subsidiary roles. Recently researchers have been increasingly interested in the subsidiary itself, its capacities and development. Following Birkinshaw (1997) , the (foreign) subsidiary 4 is defined here as an operational unit controlled by the MNC and situated outside the home country. Two distinct views of the role of the subsidiary could be discerned: the first approach involves the role for the subsidiary assigned by the parent MNC; another approach is that the role may be assumed through the subsidiary's own behaviour (Birkinshaw, 2000) . Referring to Taggart (1997) , autonomy may be regarded as a decision-based process that evolves through bargaining between centre and periphery in an organization. Thus, the autonomy of the subsidiary lies in its position in relation to the parent company across all business activities. A simpler definition has given by Björkman (2003) , who defines subsidiary autonomy in the context of an MNC as the extent to which decision-making is taking place in the subsidiary without interference from the headquarters.
Previous studies have attempted to explain variations in subsidiary autonomy, which can be divided into: MNC characteristics, subsidiary characteristics and environmental factors (see Björkman 2003) . Usually, the studies on MNC characteristics look at the size of the MNC and the effect of parent nationality on the subsidiary. The results for the impact of MNC characteristics have been mixed and there is no clear understanding about it. On the other hand the studies on subsidiary characteristics are richer and show a little more consistency than those on MNC characteristics. The most recent literature overview and discussion about gaps in research in this area has been given by Young and Tavares (2004) . Much less has been analyzed concerning the impact of environmental factors on autonomy, especially the host country role in providing opportunities for the subsidiary to develop external networks and increase autonomy through capability-building. In the following theoretical part, only some of the most important factors influencing the autonomy of a subsidiary will be discussed and hypotheses for the empirical research established.
Subsidiary development and creation of firm-specific advantages
Subsidiary initiative or development has been a major research area in this general field (Birkinshaw, 1997; Birkinshaw and Hood, 1998) . Subsidiary initiative is 'undertaken with a view to expanding the subsidiary's scope of responsibility' (Birkinshaw, 2000: 8). The final aim of subsidiary development is to build subsidiary-specific advantages, which may involve production-related assets like technological, productive or marketing know-how, or be associated with the organizational capability to co-ordinate and control efficiently the MNC's asset base (Rugman and Verbeke, 2001 ).
In the process of subsidiary development different roles can be taken on in order to create and leverage their firm's specific advantages. It is important for the multinational to determine the proper combination of centralization and autonomy under which foreign subsidiaries could maximize their value-creating roles (Hewett et al., 2003) . In earlier works, Birkinshaw (1996; identified several forms of subsidiary initiative -local, internal, global and hybrid market initiatives -and also indicated conditions for these to be executed. According to Birkinshaw high autonomy appeares important for local and global market initiatives, but low autonomy is associated with internal market and hybrid initiatives. High parent-subsidiary communication is associated with internal market and hybrid initiatives, while the reverse is true of local and global market initiatives.
The following Figure 1 describes the general framework of subsidiary development, creation of firm-specific advantages and links with performance. Birkinshaw and Hood (1998) identified three interacting drivers of subsidiary evolution and capability creation: head-office assignment, subsidiary choice and local environment determinism. Later associations were more precisely identified with subsidiary initiatives derived from subsidiary management factors (leadership and entrepreneurial culture), parent-subsidiary relationships (subsidiary autonomy and subsidiary-parent communication) and the business environment (local competition and industry globalization). Several authors tried also to determine links between subsidiary initiative and specialized resources (see Andersson et al., 2001; Rugman and Verbeke, 2001 ).
Subsidiary initiative is closely linked with power creation and autonomy. Power is something that can be given (assigned by delegation) or taken. The power can be gained by having ability or a capability or by possessing something with which it is possible to control somebody else. Firms differ in their ability to accumulate competencies and capabilities which are rare, valuable, non-substitutable and difficult to imitate. Abilities and capabilities can be acquired and lost over time and hence power is a dynamic concept (Björkman, 2003 A subsidiary that is important to the MNC as a whole will have the potential to negotiate more with the headquarters than subsidiaries of lesser importance. Hence using its negotiating power the important subsidiary could be more autonomous than its less important counterparts. Furthermore, continuing the argument, subsidiaries that are able to outperform their corporate and local counterparts might have a higher degree of negotiating power than counterparts with weaker performance. The reason for this is that the MNC as a whole will be, at least to some degree, more dependent upon the well-performing subsidiary for its performance. The better the subsidiary is performing in comparison to other corporate units and local counterparts, the higher its autonomy will be. However, for our framework this result is too general as we would like to resolve hypotheses about the connection between different dimensions of autonomy and performance.
In the process of subsidiary development a central role is played by absorptive capacity creation and realization. In the seminal work of Cohen and Levinthal (1990) , absorptive capacity was defined as the ability to recognize the value of new external information, assimilate and commercialize it. They stressed that such a capacity is something that develops over time, is pathdependent and therefore builds on prior knowledge of the capacity of other organizations. This ability is assumed to be crucial for the firm's competitive advantage. Firms learn from other firms, and the efficiency of such a learning process is dependent on the characteristics of the relationships the focal organization has with other organizations (Andersson et al., 2001 Gupta and Govindarajan (2000) found that the absorptive capacity of the receiving unit is the most significant determinant of internal knowledge transfer in the MNC.
Consequently when subsidiaries differ in their absorptive capacity, this affects the level of knowledge transfer, not only from the mother company but also from other MNC units. In paper by Manhke et al. (2003) the link between higher absorptive capacity and growth of knowledge flows was analysed. In contrast to prior empirical studies, they were interested in intrafirm knowledge flows between MNC subsidiaries. Accordingly they conceptualized a subsidiary's absorptive capacity and developed measures to capture the ability and motivation of employees to learn from other units in the MNC.
Further interest was to discover more deeply the process of the absorptive capacity building. An interesting paper by Minbaeva et al. (2001) suggested that absorptive capacity should be conceptualized as being comprised of two dimensions: ability and motivation. Further, their results indicated that the interaction of ability and motivation significantly facilitated transfer of knowledge from other parts of the MNC.
Consequently in order to create absorptive capacity of subsidiary both sides are needed -motivation and ability. The motivation is closely linked with the role assigned to the subsidiary in the corporate network. On the other hand the ability itself is critically dependent on the environment in which the subsidiary is located (Rosenzweig and Singh, 1991) . In Figure 1 this dimension is marked as the external link between subsidiary and environment. Therefore analysis of environmental parameters (market growth, sophistication of national innovation system, quality of local managers, etc.) plays an important role in the process of opening the potential for the capacitybuilding process of subsidiaries.
From the previous discussion we could reach the conclusion that the growth of the absorptive capacity of the subsidiary increases the knowledge inflows and helps to create firm-specific advantages which are reflected in better performance indicators (productivity, product quality, export propensity).
Corporate and external networks and technological autonomy of subsidiaries
In order to formulate the research hypotheses we have to figure out the mechanism by which autonomy and capacity building are connected. This requires discussion of the link between subsidiary capacity development and the concept of embeddedness, which was initially used by sociologists (Granovetter, 1985) . The major idea of the concept is emphasising that econo-mic transactions between two actors are embedded in a social and cultural context. This concept has been used intensively in discussions about the link between the environment and subsidiary-headquarters relationships in MNCs (Andersson and Forsgren, 1996; Andersson et al., 2001) . The link between the embeddedness and the absorptive capacity of the subsidiary was implied by Cohen and Levinthal's (1990) notions, that such a capacity develops over time, is path-dependent and therefore builds on prior knowledge of the other organization's capacity. An excellent overview of the literature using the embeddedness concept in this area was presented in Andersson et al. (2001) .
Using the concept of embeddedness, Andersson and Forsgren (1996) distinguished between external and corporate networks and relationships. They showed that the more embedded the subsidiary was within its external relationships via local demand, sourcing and links with the local system of innovation, the lower was the control from the MNC. On the other hand a stronger embeddedness within corporate relationships suggested greater MNC control over the subsidiary (see for example the results of Garnier, 1982; Harzing, 1999; Hedlund, 1981) . This was found to be especially so in the case of the technological embeddedness of the subsidiary as this provides the subsidiary with external, tacit knowledge about new technology, and this in turn was found to be a key factor for the growth and creation of firm-specific advantages. In their work Andersson et al. (2001) established the hypothesis that technological embeddedness is positively related to the subsidiary's market performance and organizational performance. Market performance was defined as the performance in the marketplace where the subsidiary competes with all other companies, while organizational performance is that in the political process inside the MNC, where the subsidiary aims to influence strategic decisions of relevance for the subsidiary. These analyses supported their hypothesis according to which the subsidiary's technological embeddedness is positively related to its market performance. Interestingly good market performance by subsidiaries did not lead to a high level of organizational performance.
Combining the results from the preceding literature discussion about the high level of technological embeddedness requiring a relatively high autonomy of the subsidiary allows us to formulate the following hypothesis:
Hypothesis 1: High autonomy of the subsidiary in technology indicates a strong technological embeddedness and is positively related to economic performance
Autonomy in marketing and performance
Marketing activities are another important area where corporate networks play an important role. The coordination of roles between headquarters and subsidiaries in marketing activities within MNCs is not deeply analyzed. Garnier (1982) and Harzing (1999) established that local market-oriented subsidiaries tend to have higher autonomy. This was explained by the need of MNCs to adapt their marketing to local market needs, which requires flexibility and higher autonomy of the subsidiaries. Taggart and Hood (1999) found that globally integrated subsidiaries tend to have low autonomy, and a significant negative link was found between export propensity and autonomy of the subsidiary. This outcome is in line with the results of Holm and Pedersen (2000) who claimed that an increasing role of corporate internal links would reduce the autonomy of the subsidiary (from Young and Tavares, 2004, p.221).
In a recent paper, Hewett et al. (2003) set the goal of establishing the extent to which conditions internal and external to the subsidiary affect the relationship between these roles in marketing activities, and how that is related to product performance. Their findings suggested that the more closely headquarters and subsidiary roles in marketing activities are aligned with relational, industry and market conditions, the greater the market share tends to be. In other words they concluded that the more embedded is the subsidiary in external networks, the better is the performance. On the other hand this means that the more the firm is integrated into corporate export networks, the lower is the autonomy. From that a further conclusion is that the higher is the market autonomy the lower should be the subsidiaries' propensity to export. Based on that, the following hypothesis was proposed:
Hypothesis 2: A higher autonomy in marketing is reflected in a lower level of export propensity of the subsidiary
Subsidiary autonomy across business functions
The autonomy of subsidiaries according to business functions is a rather complicated area of research, which has produced conflicting views (see for detailed discussion Björkman, 2003) . Hedlund (1981) stressed the idea that headquarters centralize issues of a strategic nature and leave operational issues in the hands of the subsidiary. More specifically, Hedlund found that finance is the most strategic issue, while most operational issues are about organization and personnel. A similar point had been made earlier by Garnier et al. (1979) , but in addition they discovered that subsidiary autonomy tends to be highest in marketing issues. Results from the Young et al. (1985) study of 152 foreign subsidiaries in the UK indicated that decision areas that were most centralized were primarily financial (target ROI, dividend and royalty policies), together with marketing decisions concerning markets supplied and entering new foreign markets, and R&D and technology choices. Edwards et al. (2002) explained this outcome rather convincingly by stating that integrated issues are highly centralized whereas locally responsive issues are more decentralized. Financial issues are highly integrated and relevant to the whole MNC. Marketing is often directed towards the local market and hence marketing issues could be decentralized. Personnel management is dependent on local legislation and consequently requires local operation, which gives higher autonomy to the subsidiary in these matters. Several other authors such as Martinez and Jarillo (1991) and Harzing (1999) discovered that local market-oriented subsidiaries tend to have higher autonomy. In general subsidiaries have higher autonomy over decisions where they have superior information.
The conclusion drawn from the preceding discussion is that the functional autonomy of subsidiaries is lowest in strategic issues like finance and highest in operational areas including domestic marketing and personnel management. Consequently if the subsidiary has reached a power position in the MNC, where it has obtained high autonomy in strategic issues like finance, the subsidiary should have strong subsidiary-specific advantages and perform better than its counterparts.
Hypothesis 3: Subsidiaries with high autonomy in strategic areas (finance, strategic management) have better economic performance
The environment is another important factor that plays a role in the creation of the capabilities of subsidiaries and allows obtaining subsidiary-specific advantages. The literature (e.g., Edwards et al., 2002) shows that the more developed is the country in which the subsidiary is located, in the sense of demand, existence of potential sourcing partners and level of the national innovation system, the higher is the likelihood that the subsidiary could develop an extensive external network, improve different capacities, and finally gain more autonomy.
The majority of papers on the subject deal with the development of subsidiaries and their links with headquarters in the advanced market economies. Significantly less research has been undertaken into the subsidiaries of MNCs that are operating in emerging economies and in transition economies. On the other hand the emerging and transforming markets are economically fast-growing and structurally volatile. Consequently the external networks of subsidiaries in these countries are quickly changing, providing bases for much more rapid change in the capacities and also in their role in internal (corporate) networks (Hoskisson et al., 2000) . This is especially true where the MNC internal network mainly consists of subsidiaries that are located in countries with a stable economic environment.
According to this approach we may assume that those Central and East European countries that started the transition process earlier (e.g. Hungary, Slovenia) succeeded in providing more opportunities for subsidiaries to create external networks and they should have more autonomous subsidiaries than those countries that started transition later (for instance Estonia and Slovakia). In the framework of our analysis this allows advancing the following hypothesis about the country level effect on autonomy:
Hypothesis 4: Subsidiaries located in the less developed transition countries have limited opportunities to develop extensive external networks and therefore possess a lower level of autonomy than in more developed transition countries
In the high-technology industries, corporate or internal embeddedness in the forms of intense, close and frequent relationships with suppliers, customers and R&D units might be expected to play a more important role than in low-technology industries. If this were the case, it would be logical to predict that in these industries the autonomy of subsidiaries is lower. But based on the literature we may assume that the behaviour of high-tech subsidiaries in industrialized developed countries and in the transition countries may differ. Birkinshaw and Hood (2000) found surprisingly that subsidiaries of leading-edge industries located in industrialized countries were more autonomous and highly embedded in the local cluster than subsidiaries in other industrial sectors. But a rather different result was obtained in earlier work by Garnier (1982) , who found that US subsidiaries located in Mexico were more autonomous than their counterparts in France. Furthermore, he found that different factors affected subsidiary autonomy in those countries. The major factor affecting subsidiary autonomy in France was the degree of integration into the corporate network. It turned out that high cooperation especially in the area of technology caused low autonomy in France. The high autonomy of Mexican affiliates indicated a much lower level of cooperation in the technology area.
This outcome could be explained by the strategy of MNCs to encourage subsidiaries to use knowledge flows from the rich host country environment in developed national innovation systems. However, we assume that in the transition countries with relatively weak national innovation systems the knowledge acquisition of local subsidiaries from external networks is much more complicated. Based on previous discussion the following hypothesis is proposed:
Hypothesis 5: Subsidiaries from high-tech industries located in transition countries are more closely engaged in corporate networks and have lower autonomy than subsidiaries in low-tech industries
Autonomy and the size of MNC and subsidiary
The impact of the size of the MNC on the autonomy of subsidiaries has produced mixed results. Garnier (1982) found that the headquarters of large MNCs tend to give less autonomy to subsidiaries. More detailed analyses were executed by Gates and Egelhoff (1986) , who found that a large MNC tends to grant less autonomy to subsidiaries in marketing issues, but more in financial issues.
On the other hand the size of the subsidiary might have a curvilinear (Hedlund, 1981) or a mixed (Gates and Egelhoff, 1986; Young et al., 1985) effect on subsidiary autonomy. In the former case the subsidiary has a lower level of autonomy at its foundation, then gains autonomy until a certain size and afterwards starts to lose autonomy again. Young et al. (1985) found that autonomy was lower in large subsidiaries and those with significant levels of exports to other group facilities. Gates and Egelhoff (1986) discovered that a subsidiary tends to gain manufacturing autonomy but lose marketing autonomy as it matures. In addition, they found that subsidiary age was positively related to its autonomy. However, Garnier (1982) found little support for age and size.
Hypothesis 6: More autonomous subsidiaries are to be found among large firms compared to small and mediumsized firms The representativeness of the sample was analyzed according to size, ownership and industry position. Distribution of the firms by size is rather well balanced (see the comparative tables and detailed explanations in Männik et al., 2004) . Only the structures of Polish and Hungarian sample differ from other countries. The share of firms with more than 500 employees is around 25% in both countries. Small firms with less than 100 employees prevail in Estonia. A comparison of mean ranks of the number of employees in the sample of FIEs by using the MannWhitney test (see Majcen et al., 2003) shows statistically significant differences of individual countries from the total sample average in the case of Slovenia and Hungary. Slovenian firms are significantly smaller and Hungarian firms significantly larger than total sample firms. A comparison of manufacturing sectors shows a significantly higher than average number of employees per company only in food, beverages and tobacco and transport equipment. In all other manufacturing sectors there are no statistically significant differences in the number of employees.
Research method and data
Sample description and representativeness
The sample is also quite well balanced by the distribution between industries and by the share of foreign ownership (see Table 1 in Männik et al., 2004) . Poland is most strongly represented both in number of firms and in employment, which is in accordance with the high share of Poland in the total stock of FDI in manufacturing. Slovenia and Estonia are moderately over-represented and Hungary slightly under-represented. In addition representativeness could also be evaluated by comparing the number of firms included in the sample with the total number of firms with FDI in individual countries. From that point of view, sample firms represent 4.9% of all FIEs in the analyzed countries. The highest share (23.8%) is in Slovenia, followed by Estonia with 12.4%, Poland with 3.5% and Hungary with 2.1%.
Analysis method and variables
The current paper is using as the starting point the results obtained about the heterogeneity of subsidiaries' autonomy in Männik et al. (2004) paper. Principal component factor analysis on the survey results about the 13 business functions produced four new statistically independent factors. FACTMARK indicated autonomy of subsidiary in the marketing and was related to the following business functions: determining the product price, market research, distribution and sales, after-sales services, advertising, marketing. FACTTECH reflected the technological autonomy of subsidiary and was closely correlated with the three business functions: product development, process engineering, supply and logistics. FACTMAN represented the autonomy of subsidiary in operational and strategic management. FACTFIN shows the autonomy of subsidiary in accounting and finance of operations. (see the rotated component matrix of results of the component analyses in Table 4 , Männik et al., 2004).
As the next stage of research the impact of four factor components reflecting different dimensions of autonomy on the level of the subsidiary performance was measured by using ordered regression models. This model was used as it is specially designed for cases where the dependent variable is measured by surveys and has values which are in growing or declining order. In the survey we asked companies to evaluate the magnitude of the changes of four categories: share of exports, productivity level in production, technology level of production equipment and level of product quality, once the explored manufacturing companies had received foreign investment involvement (becoming a foreign investment enterprise).
In answering the following options were allowed: considerable reduction, reduction, no change, increase or considerable increase during the examined period.
Through the ordered regression we can finally see the impact of four different types of the autonomy (technology, marketing, management, financing) on the performance of subsidiaries. In the analysis two types of the ordered regression models were performed, of which one was executed only for the four factor clusters and the other included in addition control variables in the form of categorical variables about countries (DCOUNTRY), industry type (DACTIVITY), firm size (DEMPLOY), foreign ownership (DEQUITY) and the year of establishment on the subsidiary (DESTBL). In the following discussion the results of the latter regression models are presented. Where reasonable the results of the first model are commented on in parallel with these other results.
Industries were grouped into four types of sectors: high-tech, medium-high-tech, and medium-low-tech and low-tech, using the 3-digit NACE level classification of manufacturing industries according to OECD classification (see footnote 5). By size firms were divided into two groups: small and medium size enterprises (below 250), and large enterprises (250 or more employees). Foreign ownership was distinguished by minority (below 50%) and majority (equal to or above 50% 
Results and discussion
Change in productivity level in production
We first estimate the impact of the four components of autonomy on the change in levels of productivity (see Table 1 ).
Earlier the four aspects of autonomy were measured in such a way that increase of the value of the factor component means a reduction of autonomy. Therefore regression estimates of the ordered regression results should be read in the way that shows the impact of the reduction of this aspect of autonomy on the dependent variable. In the case of analyzing the impact of the four components of autonomy on the change of productivity level, only the marketing autonomy component FACTMARK turned out to be statistically significant. Consequently from Table 1 one can read that, for an increase of the FACTMARK by 1 unit (which means a reduction of marketing autonomy), the productivity level grows by 0.884 units. Hence there is a positive impact of lower marketing autonomy on the level of productivity in production (parameter estimate=0.884, pvalue=0.077). The lower the marketing autonomy the higher the growth in productivity level in the foreign subsidiaries. This outcome is valid for the group of all subsidiaries across the five countries. Country control variables were not statistically significant (see DCOUNTRY in Table 1 ). The result means that subsidiaries that were given high autonomy in marketing were actually not supported by the parent company in creating subsidiary-specific advantages and their technological capacity should be low. But this will be analyzed further by the other indicators of performance, reflecting more directly the technological change in subsidiaries. From Table 1 the role of control variables on the change of the productivity level in production can also be distinguished. The results are given in the form of a benchmark indicator (for example DACTIVIT=4 or low-tech industries being compared with others). Tables 1-5 : dcountry (1 -Slovenia, 2 -Poland, 3 -Hungary, 4 -Slovakia, 5 -Estonia), dactivit (1 -high-tech industry, 2 -medium high-tech industry, 3 -medium low-tech industry, 4 -low-tech industry), demploye (1 -SME, 2 -large firm), dequity (0 -minority foreign ownership, 1 -majority foreign ownership), destbl (1 -before 1990, 2 -between 1991-1995, 3 -after 1996) ; model fitting (chi-square 40.562, sig. 0.000); goodness-of-fit (Pearson chi-square 1570.587, sig. 0.000).
Consequently we could argue that subsidiaries in the high-tech sector (DACTIVIT=1) have a significantly smaller contribution to the growth of the productivity level compared to low-tech industry (parameter estimate= -1.054, p-value= 0.022). We know already from the previous analysis that high-tech industries in CEE countries are less productive (measured by valueadded, see Table 2 in Männik et al, 2004) compared to mediumhigh, medium-low or even low-tech industries (except in Poland). The result from the ordered regression model supports this rather surprising fact.
Going further, large firms seem to have bigger productivity capabilities, as well as majority-owned foreign subsidiaries and those firms with a year of registration as a foreign investment enterprise after 1996. Therefore, from the perspective of the host economy, the establishment of new foreign investment enterprises (FIEs) should be stimulated, as well as those larger in number of employees and foreign involvement. Concerning the year of establishment of the subsidiary, the productivity indicator is the only performance measure where it does show a clear effect. Table 2 below shows that in terms of change in technological level of production equipment, this was statistically significantly affected only by marketing autonomy (FACTMARK). The lower the autonomy in marketing the bigger the improvement in the technology level of the production equipment (parameter estimate=1.173, p-value=0.018). This supports our results from the previous analyses and indicates that in subsidiaries with a low autonomy in marketing the whole technological capacity creation process is stronger. Low autonomy in marketing is associated with positive changes both in the technological improvement of production equipment and also in the productivity level. The financial and managerial autonomy of the subsidiary (FACT-FIN, FACTMAN) affects positively the change in the technological level of production equipment, but it is still not statistically significant. A bigger technological autonomy (FACT-TECH) affects negatively the change in the technological level of production equipment, but is also not statistically significant.
Change in technology level of production equipment
This sign of the estimate fits with the discussion about the important role of the local environment on the technological autonomy offered by the parent company. In the transition countries with weakly developed national innovation systems and relatively low technology level competitors, high technological autonomy actually means that the subsidiary could not use corporate networks as channels for creating subsidiaryspecific capacities in technology, and this ends up as a lesser improvement in performance indicators.
Country differences do not affect the results obtained, but industryspecific features are clearly evident. Compared to low-tech sectors, subsidiaries in the high-tech sectors experienced lower improvement in technology of production equipment (parameter estimate= -0.863, p-value=0.057) and subsidiaries in medium-low-tech sectors experienced higher improvement in production technology (.459, 0.093). The result is surprising from the perspective of an expected bigger technological intensity in high-tech sectors in comparison with low-tech sectors. This means that the high-tech sector in those economies does not support rapid productivity growth, nor does it experience the most rapid improvements in the technologies of production. This could be explained by the much lower level of production technology in the low and middle-high tech industries, which could therefore achieve much more rapid growth in the technology of production over time. But it may also indicate that foreign firms have used much more new technology in the production of low and middle-tech products, reaping benefits of factor cost differentials in labor costs. Therefore they did not invest intensively in technological change in the high-tech industries of the analyzed countries. Another explanation could be that external links of subsidiaries in the technology area could be weak. The inflow of technological knowledge from the mother company is weak because it is taken to be a misuse of resources to invest in these subsidiaries in the environment of underdeveloped national innovation systems. As expected, the level of production technology improvement in large firms is bigger compared to SMEs.
Change in level of product quality
Based on the above analysis it is not surprising to find that low marketing autonomy and high financing autonomy played a positive role in terms of changes in level of product quality (see respectively parameter estimate=1.284, p-value=0.010; -1.631, 0.007 in Table 3 ). The lower the subsidiaries' autonomy in marketing and the higher the autonomy in financing, the greater the experienced improvement in the quality level of products. This indicates that higher financial autonomy reflects a subsidiary that has already obtained a solid level of production technology combined with strong improvements in the quality of products. The received results also indicate that financial and marketing autonomy are somewhat reciprocal to each other. A higher autonomy in marketing indicates that the subsidiary is involved in the production of relatively low-tech products and the improvement of product quality, but also the production technology is relatively limited.
On the other hand, higher financial autonomy reflects positive improvements in the quality level and technology, and provides better potential for capacity growth. Similarly to previous results medium-low-tech firms have contributed more to the level of quality of products compared to other industry sectors, as well as large foreign subsidiaries.
Country-specific variables were important in this case. In the country effects analyses, Estonia was used as the benchmark (DCOUNTRY=5 as redundant). Statistically significant conclusions are that in Slovenia improvement in the quality of products was weaker compared to Estonia (estimate -1.083). This difference between Slovenia and Estonia could be explained by differences in the development level of the two countries reflected in the different starting position of subsidiaries as foreign-owned firms. In Slovenia the general economic development level and also productivity level were much higher than in Estonia in the early and mid nineties. 
Change in export orientation
Finally we turn attention to the effects of autonomy on the change in export orientation, measured as the change in the share of exports from output (see Table 4 ). We can clearly see the differences in autonomy categories. The lower the marketing autonomy in CEE countries the bigger the growth of export orientation (parameter estimate=2.306, p-value=0.000). This shows clearly that in countries where local subsidiaries were given high autonomy they were mainly oriented toward the domestic market. On the other hand in countries where the local subsidiaries were given less autonomy the export orientation was higher and growing much more rapidly than in high marketing autonomy countries (especially in Poland). The opposite result is received for financing autonomy. Higher autonomy in financing has provided a bigger positive change in the growth of export orientation in the examined countries (-1.109, 0.066). Therefore, high financing autonomy is beneficial in terms of export orientation growth.
If we do not take into account country-, industry-or firmspecific features (running the ordered regression only for factor clusters) then we could also see that higher technology autonomy in subsidiaries had contributed more significantly to increase in the share of exports (-1.097, 0.039). Low mandates in marketing and high mandates in financing or in the technology area are then having positive effects on export orientation in the five CEE countries.
Looking at the country characteristics, there is seen to be a smaller change in export orientation in subsidiaries in Poland (parameter estimate = -0.835, p-value = 0.040) and in Hungary (-0.858, 0.034) in comparison with Estonia. Next, subsidiaries from the medium-low-tech industry sector have had bigger changes in export share compared to counterparts in low-tech (0.617, 0.024) or even medium-high-tech and high-tech industries. And finally, SMEs had lower growth in export orientation in relation to large firms (-1.004, 0.000). 
Conclusions and policy implications
The results obtained clearly support the basic research idea concerning the heterogeneity of autonomy. Using the technique of component factor analyses and ordered regression we were able to analyze links between four dimensions of autonomy and several indicators of performance of the subsidiary. The results supported the argument that the relationship between autonomy and performance depends on the type of autonomy. Marketing and finance are the most powerful dimensions of autonomy that influence different aspects of the performance of subsidiaries. They are like two ends of autonomy from the viewpoint of their impact on performance.
The higher the autonomy level in marketing activities in the five examined CEE countries the lower the effects either on technology upgrading (productivity level, technology level of production equipment and quality of produce) or on export shares. Marketing autonomy therefore is signaling that the subsidiary is not in a good position to create subsidiary-specific advantages. In addition high autonomy in marketing also indicates that the subsidiary is relatively domestic-market oriented and may be failing to learn from the export process.
The second most powerful autonomy type is financing. The analysis shows that the higher the financing autonomy of the foreign subsidiaries the bigger the positive changes in all fields of performance (productivity level, export orientation, technology and product quality improvements). Technological autonomy played a negative role on the performance of subsidiaries and shows how important it is to maintain deep corporate links for the subsidiaries located in technologically underdeveloped transition countries. This result was statistically significant only in the case of the model without any country-, industry-or firmspecific features.
Analyses of control variables also supported the view that the performance of subsidiaries is also country-, industry-and firmdependent. Basically, majority-owned, large and medium-lowtech foreign subsidiaries have achieved more extensive positive effects on their performance. The most surprising result was obtained for the industry variable. Subsidiaries from high-tech industries showed significantly smaller influences on either the productivity level of production or the improvement of the technological level of their production equipment, as compared to low-tech sectors. By country, differences in size of local market, development level and starting position as a foreign investment enterprise affect the subsidiaries' performance. Estonia, which is one of the smallest by local market, one of the less developed among the examined CEE countries and one receiving foreign investments later than others, has achieved more significant effects on export orientation compared to Poland and Hungary, and on the improvement of the level of product quality compared to Slovenia. The year of establishment of the firm as a foreign investment enterprise has not generally played a significant role in terms of the subsidiaries' performance except for the productivity level in production. Subsidiaries established from 1996 onwards compared to those created in or before 1990 have achieved larger productivity levels in production.
The discussion of business implications of subsidiary autonomy leads us to the issue of host country effects of the foreign subsidiary. The higher autonomy of the subsidiary itself does not necessarily mean that the impact on the local economy is positive. For the host country it is much more important how the capacities and resources of the subsidiary are developing and how closely it is linked with host country industrial clusters. The host country should be interested in developing its national innovation system, creating human capital and using other economic policy tools to upgrade the business environment.
At the firm level, the management needs to combine the different areas of autonomy to gain maximally from the relation with headquarters located in some foreign country. There is the question of adapting appropriate tacit knowledge and also material assets to local specifications and of contributing to its own innovation potential (or absorptive capacities) through developmental work. In this development stage of the countries and firms it might be reasonable to have low rates of autonomy in some fields in view of shortages of specific knowledge (for example management in Poland) and higher rates of autonomy in selected fields with already appropriate tacit knowledge (for example marketing in Poland). For example in the analysed CEE countries a lower rate of technology autonomy is assumed to contribute more intensively to cooperation with the headquarters, and may also be useful to the host country.
It can be concluded that, from the perspective of technology and knowledge transfer through FDI and innovation potential, neither excessive dependence on the headquarters nor complete autonomy from headquarters is beneficial, especially in CEE countries today. Excessive dependence impedes the potential for increasing its own absorptive capacity and excessive independence might leave the local unit in a circle of "internationally uncompetitive" knowledge. Therefore, depending on the shortage of requisite knowledge, the managements in subsidiaries should be more or less active in relationships with headquarters. The relatively low technology autonomy in CEE countries is supposed to contribute to the knowledge and technology transfer.
Finally, turning attention to some shortcomings of the current analysis, the problems related to the representativeness of the countries in the sample might be noted. Poland was most strongly represented, Slovenia and Estonia moderately over represented and Hungary under represented. The results might be biased in favour of one or another country features. Secondly, in further research it would be reasonable also to use other measures apart from functional ones for estimating the autonomy in subsidiaries, taking into account the features of countries, industries and firms. Thirdly, it would be appropriate to relate the autonomy and/or performance of subsidiaries to the backward and forward linkages between foreign subsidiaries and domestic firms, in order to search for the existence of spillovers in the manufacturing sector in CEE countries.
